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WASHINGTON: Americans went shopping
this spring, increasing their spending in May
for the second straight month and delivering
good news for economic growth. The
Commerce Department said yesterday that
consumer spending increased 0.4 percent in
May on top of a 1.1 percent surge in April.

Spending on durable goods such as autos
and appliances grew 0.6 percent, down from a
2.6 percent jump in April. Spending on non-
durable goods, such as food and clothing,
grew 0.5 percent.  And spending on services
grew just 0.1 percent. The overall numbers
underscore that consumer spending, which
accounts for about 70 percent of US economic
activity, picked up in the spring after getting
off to a slow start in 2016. The economy grew
at a lackluster 1.1 percent pace from January
through March, partly because consumer
spending grew just 1.5 percent, the slowest
pace in two years.

Economists expect growth to rebound to
a pace of 2 percent or faster in the second
quarter. “Consumption held up well,” Michael
Dolega, senior economist at TD Economics,
wrote in a research note. “In fact, after a timid
first quarter American shoppers appeared to
be out in full force during the second quarter,
with real consumption rising more than 4
percent annualized - enough to boost (eco-
nomic) growth above the mid-2 percent
mark this quarter.”

Still, Americans’ incomes grew just 0.2 per-
cent in May, down from 0.5 percent in April. It’s
unclear how American consumers will
respond to Britain’s decision last week to leave

the European Union, which so far has rattled
global financial markets and raised fears over
prospects for the world economy.

On Tuesday, the Conference Board, a busi-
ness group, reported that its consumer confi-
dence index rose in June to the highest level
since October. But its survey was taken
before the “Brexit” vote. The University of
Michigan’s consumer sentiment index, out
last Friday, registered deterioration in con-
sumers’ spirits this month.

An inflation gauge watched by the Federal
Reserve showed prices are up 0.9 percent over
the past year, 1.6 percent excluding volatile
food and energy costs. Both numbers are well
below the Fed’s target of 2 percent. 

Pending home sales 
Fewer Americans signed contracts to buy

homes in May, with the year-over year pace of
pending sales sliding for the first time in nearly
two years. The National Association of Realtors
says its seasonally adjusted pending home
sales index fell 3.7 percent last month to 110.8,
slightly below its May 2015 reading of 111.
Overall home sales have steadily improved
over the past year. But buyers are facing a
shortage of available homes that might have
curtailed pending sales last month.

Completed sales of existing homes rose 1.8
percent in May to a seasonally adjusted annu-
al rate of 5.53 million, the highest level since
February 2007, the Realtors reported last
week. But the number of listings sank 5.7 per-
cent from a year ago, meaning that homebuy-
ers have fewer options. — AP

US consumer spending 
posts healthy growth 

BRUSSELS: European Union leaders spelled out stark
conditions for a new relationship with a departing
Britain yesterday, warning that if British business wants
to keep access to Europe’s single market, the country
must accept European workers, too.

The leaders produced no clear rehaul for their shak-
en union after an unusual and emotionally charged
summit, but agreed they must make it more relevant to
citizens and keep it from disintegrating after Britain’s
unprecedented vote to leave. The 27 remaining presi-
dents, chancellors and prime ministers said they’re
“absolutely determined to remain united,” EU Council
President Donald Tusk said.

They met without British Prime Minister David
Cameron, who left Brussels on Tuesday night without
any clear divorce plan, fending off pressure for a quick
exit and punting the complex departure negotiations to
his successor. In Britain, nominations opened
Wednesday for a new Conservative leader to replace
him after his devastating political miscalculation in call-
ing last week’s referendum.

Other EU leaders warned the UK that if it wants to
continue to enjoy the seamless single market after its
departure, it would also have to accept that EU citizens
can continue to enter Britain.  That’s the crux of the cur-
rent tensions: Britain’s “leave” vote hinged on concerns
about migration from poorer EU countries. The leaders
emerged insisting that the “four freedoms” central to
European unity are indivisible: the free movement of
people, services, goods and finances.

They were focusing yesterday on how to deal with
the rest of the continent now that Britain is leaving.
There’s a widespread sense that the post-war project to
foster peace via trade has become a bureaucratic, unde-
mocratic behemoth with little meaning for its 500 mil-
lion citizens. The initial EU founding nations in the west
lean toward a tighter, closer union, while newer nations
in the east want to keep more control with national gov-
ernments - notably of their borders.

“We all need to wake up and smell the coffee,”
Lithuanian President Dalia Grybauskaite said. To allow
the status quo to continue, French President Francois
Hollande warned, would benefit populist forces that
seek “the end of Europe.”

Other EU countries are now facing calls for referen-
dums on quitting the bloc. Popular French far-right
leader Marine Le Pen pressed unpopular Hollande in a
weekend meeting for such a vote in France, but his gov-
ernment has rejected the idea.

Tusk convened a special EU summit on Sept. 16 in
Slovakia’s capital to work out a plan forward to keep the
EU united. German Chancellor Angela Merkel said the
lesson from Britain’s departure isn’t necessarily either
deeper integration or returning more powers to nation-
al governments. She said Wednesday: 

“this is not about more or less Europe as a principle,
but about achieving results better.” She said that com-
bating youth unemployment, for example, could
involve both scrapping EU directives and deepening
European cooperation.

EU to Britain: No access to single market without migration

FRANKFURT: The European Central Bank is in no
rush to ease its monetary policy in response
Britain’s vote to leave the European Union, taking
comfort in a calmer-than-feared market reaction,
several sources have told Reuters.

The Brexit vote has hit the shares of eurozone
banks and is likely to act as a drag on the euro
zone economy, as ECB President Mario Draghi
told EU leaders on Tuesday. It is also raising fun-
damental questions about the future of the EU.
But conversations with around a dozen officials
familiar with the ECB’s thinking showed that the
bank found some reassurance in the market
rebound this week and was happy to take a wait-
and-see stance, given the lack of hard evidence
about the actual impact of Brexit.

Emergency swap lines designed to provide
euros to UK banks in case of stress had not been
activated and, contrary to what had happened
during the 2008 crash, financial markets had
functioned smoothly despite heavy losses in the
pound and some shares, the sources, who asked
not to be named, said. They stressed the ECB’s
willingness to provide more stimulus if the infla-
tion outlook worsens but cautioned the UK vote
was raising political questions that were for EU
governments and institutions, rather than the
central bank, to answer.

“This is a political problem not a monetary
phenomenon,” one of the sources said. “We could
act, we have the tools, but that would not solve
the broader problem and for now, every estimate
about the actual impact of Brexit is nothing but
guesswork.”

The officials added it was too early to assess

the impact of the referendum on investor and
consumer confidence - the most immediate
transmission channel - and the bank would be in
a better position to make a call on that when it
gets updated staff forecasts in September.

If markets continued in the same, calm vein in
the run up to the ECB’s July 21 policy meeting, the
most to expect could be verbal reassurance that
the bank stands ready to do more if needed, con-
versations with the sources showed. For now, the
officials expressed relief at the sanguine reaction
of investors in sovereign debt. Southern Europe’s
borrowing costs fell sharply for a third straight
day and French bond yields hit record lows yes-
terday. The calm on the sovereign bond market
marked a sharp contrast to the 2010-12 debt cri-
sis, when a ‘doom loop’ between indebted gov-
ernments and their main creditors, banks, threat-
ened the euro’s very existence, the sources noted.

“Markets priced in a lower growth path, both
for the euro zone and the UK,” one source said. “It
seems quite realistic now and I don’t see signifi-
cant overreaction.”

Still, this line of thinking may put the ECB on
a collision course with markets, which have
rebounded at least partly in the hope that the
ECB and the Bank of England would step in with
more stimulus. Investors now fully price in a rate
cut in Britain and the euro zone by the end of
this year.

The ECB cut rates twice since December and is
already buying 80 billion euros ($88.71 billion)
worth of assets, mainly eurozone government
bonds, every month in a bid to boost inflation.

These purchases helped soothe market nerves

when a Greek referendum on the terms of its
bailout agreement with creditors almost pushed
the country out of the eurozone last summer and
the reaction to the UK vote was seemingly follow-
ing the same path. The sources said that any fur-
ther move by the ECB to support markets, while
possible in theory, would merely act as stop-gap
and do nothing to address fundamental citizen
and investor concern about Europe’s political
cohesion and economic strategy.

BANKS
In fact, a new interest rate cut could even

exacerbate problems at euro zone banks, which
have complained that low lending rates and a
charge on the money they park at the ECB were
squeezing their margins, some of the sources
said. There was agreement among the officials
who spoke to Reuters that the broad selloff in
banking shares cast the sector as the weakest
link in the European economy, with its meagre
profits and, in countries such as Italy, heavy bur-
den of bad loans making it vulnerable to any
economic downturn.

The ECB’s top supervisor, Daniele Nouy,
spelled out some of the steps the ECB would like
European and national law-makers to take in a
letter to a group of members of the European
parliament published on Tuesday. “Among other
reforms, they should consider streamlining legal
processes related to debt recovery, removing
impediments to the enforcement of loan collater-
al, introducing out-of-court debt work-out solu-
tions, and fostering the development of dis-
tressed debt markets,” Nouy wrote. — Reuters

ECB happy to stay put 
as Brexit jitters subside

Bank in no rush to ease monetary policy

BRUSSELS: French President Francois Hollande (C), flanked by French Minister of State for
European Affairs Harlem Desir (L), arrives for a press conference during an European
Union summit yesterday at the European Union headquarters in Brussels. — AFP

ATLANTA: A customer (bottom), pays for goods while shopping at the Atlanta
Farmers Market in Atlanta. The Commerce Department issues its May report on
consumer spending, which accounts for roughly 70 percent of US economic
activity. — AP 

SEOUL: Currency traders work at the foreign exchange dealing room of the KEB Hana Bank headquarters in Seoul yesterday. — AP

CHICAGO: Metals company Alcoa Inc said
yesterday that its planned split will consist
of a spinoff of its traditional upstream
smelting business, and that up to 19.9 per-
cent of the new company will be owned by
its value-added business that serves the
aerospace and automotive industries.

The company to be spun off will be
named Alcoa Corp and the value-added
business Arconic Inc, Alcoa said in a regula-
tory filing. The split is due to take place in
the second half of this year.

The spinoff comes at a time when alu-
minum prices have hovered around historic
lows. Many producers have accused China
of selling metal into oversupplied global
markets below market rates. China denies
this and says excess capacity is a global
issue. Amid that downturn, Alcoa has been
reducing its refining and smelting capacity
and has focused on more advanced aero-
space and automotive products.

In recent months the company has
announced deals to provide a light but
tough aluminum alloy for Ford Motor Co’s
high-selling F-150 pickup and aerospace
contracts including titanium seat track
assemblies for Boeing Co’s 737 MAX, 777X
and 787 Dreamliner.

Australia’s Alumina Ltd has raised con-
cerns over the impact of Alcoa’s planned
split on the pair’s bauxite and alumina pro-

duction joint venture, Alcoa Worldwide
Alumina and Chemicals (AWAC).

In May, Alcoa filed a lawsuit seeking a
declaration that Alumina has no right to
block the plan. In 2015, Alcoa’s traditional
upstream business had pro forma revenue
of $11.2 billion, while its value-added busi-
ness had revenue of $12.5 billion, the com-
pany said.

As part of the split, the new upstream
business will have around $236 million in
outstanding long-term debt. The new com-
pany will raise approximately $1 billion in
new debt and provide for up to $1.5 billion
in funding through a revolving credit facili-
ty. Alcoa’s total debt in the first quarter was
around $9 billion, so the lion’s share will
remain with Arconic, the larger of the two
companies post-split.

On a conference call with analysts, Alcoa
Chief Executive Klaus Kleinfeld said the
pension obligations of the new upstream
business as of the end of 2015 will be
around $2.6 billion, while the value-added
business Arconic will have pension obliga-
tions of around $3 billion.

The company reiterated that Arconic
will be an investment-grade entity, while
the new Alcoa will be a “strong non-
investment grade” firm. In early trading,
Alcoa shares were up 1.9 percent at
$9.51. — Reuters

Alcoa spins off smelting business; 
aero, auto unit now ‘Arconic’

LONDON: Gold rose yesterday as the dollar
retreated and investor appetite for safe assets
continued on longer-term financial uncertainty
after Britain’s surprise vote to leave the European
Union.  Bullion fell  by about 1 percent on
Tuesday as investors took profits from its biggest
two-day gain since November 2008 as the British
vote sparked sales of riskier assets.

The metal, often perceived as a hedge against
economic and financial risk, surged 4.8 percent
on Friday to $1,358.20 an ounce, its highest since
March 2014. Spot gold rose 0.5 percent to
$1,318.70 an ounce by 1147 GMT yesterday,
while US gold was up 0.3 percent at $1,321.60.

“Although there are still big uncertainties
ahead, looking at the way equities have per-
formed over the past couple of days, a risk-on
mentality is definitely coming back,” Mitsubishi

Corp Jonathan Butler said.  “In the medium term,
gold is going to be supported by the unlikeli-
hood that the Fed will raise rates in the next cou-
ple of months.”

European and Asian stock markets continued
to recover after last week’s hefty losses, while the
dollar was down 0.3 percent against a basket of
leading currencies.  “If Brexit is seen severely
impacting the market, central banks will step in
to calm the markets, which would not be good
for gold,” said Jiang Shu, chief analyst at
Shandong Gold Group.

European leaders have asked Britain to act
quickly to resolve the political and economic
confusion unleashed by the so-called Brexit
vote, with the IMF having said the uncertainty
could pressure global economic growth. Britain’s
vote to leave the bloc could also drag on the US

economy at a time when momentum in the
country’s job market may already by slowing,
Federal Reserve governor Jerome Powell said on
Tuesday.  Markets will continue to monitor US
economic data for clues on the timing of the
next rise in US interest rates.

Low interest rates are positive for gold
because the opportunity cost of holding it
decreases while the dollar falls, making the met-
al cheaper. Spot silver gained 2.5 percent to
$18.17 an ounce and tread close to Friday’s one-
and-a-half-year high of $18.31. Platinum climbed
1.2 percent to $988.75 and palladium rose 1 per-
cent to $573.40.

Spot gold was at a record peak relative to
platinum this week after institutional and retail
investors piled into bullion following the referen-
dum verdict.  — Reuters

Gold edges higher on dollar 


